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INDEPENDENT AUDITORS' REPORT

Board of Directors
LSU System Research and Technology Foundation
Baion Rouge, Louisiana

We have audited the accompanying consolidated statements of financial position of the LSU System
Research and Technology Foundation (the Foundation) as of December 31, 2009 and 2008, and the related
consolidated statements of activities and cash flows for the years then ended. These financial statements are
the responsibility of the Foundation's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government A uditing Standards, issued
by the Comptrolier General of the United States. Those standards require that we plan and perform the audits
to obtain reasonable assurance about whether the consolidated financial statements are free of material
misstatement. An audit includes the consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Foundation’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of the LSU System Research and Technology Foundation as of December 31, 2009 and
2008, and the resufts of its operations and its cash flows for the years then ended. in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 22, 2010,
on our consideration of the Foundation’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal contro) over financial
reporting or on comphance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in considering the results
of our audit.

Baton Rouge, Louisiana
March 222010
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LLOUISIANA

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2009 AND 2008

ASSETS
2009 2008
Cash and cash equivalents $ 1,169,008 $ 1,671,492
Accounts receivable 945310 1,131,454
Prepaid expenses 28,131 27,671
Property and equipment, net 25,381,589 22,361,757
Investment in partnership 45,792 34,542
Total assets $ 27,569,830 A 25,226,922
LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable $ 1,112,702 $ 1,222,945
Accrued expenses 20,517 36,673
Due to the Louisiana Department of Economic Development 1,250,000 1.250,000
Total liabilities 2,383,219 2,509,618

NET ASSETS
Unrestricted net assets 25,186,611 22,717,304
Total net assets 25,186,611 22,717,304
Total liabilities and net asscis b 27,569,830 b 25,226,922

The accompanying notes are an integral part of these financial statements.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION

BATON ROUGE, LOUISIANA

CONSOLIDATED STATEMENTS OF ACTIVITIES

YEARS ENDED DECEMBER 31. 2009 AND 2008

REVENUES:
Department of Economic Development - operations
Department of Economic Development - building and equipment
Department of Economic Development - regional director
Department of Economic Development - research
Department of Economic Development - computer facility
Department of Economic Development - LBIA
Product sales
Rental revenues
Other revenues

Total revenues

EXPENSES:
Clinical manufacturing facility expenses
Depreciation expense
Lab supplies
Legal and professional
Office expenses
Other expenses
Repgional director fees
Salaries and benefits
Impairment of supercomputer project

Tolal expenses

CHANGE IN NET ASSETS

Net assets - beginning of the period

NET ASSETS - END OF PERIOD

The accompanying notes are an integral part of these financial statements.

»
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2009 2008
$ 3,300,951 $ 3,825,370
4,620,680 4,088,493
646,497 597,985
. 1,250,000
565,643 1,632,848
81,427 50,000
180,000 -
488,386 264,950
503,227 340,786
10,386,811 12,050,932
2,295,824 2,728,041
1,469,333 957,483
449,311 384,038
271,866 977,630
81,653 93,520
794,134 510,025
646,497 597,410
1,908,886 641,256
. 1,676,137
7,917,504 8,565,540
2,469,307 3,485,392
22,717,304 19,231,912
$ 25,186,611 $ 22,717,304




LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LOUISIANA

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2009 AND 2008

2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets 2,469,307 A 3,485,392
Depreciation expense 1,469,333 957483
(Gain) loss from partnership investment - (1,843)
Adjustments to reconcile change in net assets
to net cash provided by operating activities:
Decrease in accounts receivable 186,144 211,278
Increase in prepaid expenses (454) (27,677
Decrease in accounts payable {110,243) (711,344)
Increase {decrease) in accrued expenses (16,156) 713
Decrease in deferred revenue - (1,250,000)
Net cash provided by operating activities 3,997,931 2,664,002
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment {4,48%,165) (3,970,862)
Redemption of certificate of deposit - 2,000,000
Capital contributions to parinership (11,250) (11,290)
Net cash used in investing activities (4,500,415) (1,982,152)
Net increase (decrease) in cash and cash equivalents (502,484) 681,850
Cash and cash equivalents - beginning of year 1,671,492 989,642
Cash and cash equivalents - end of year 1,169,008 $ 1,671,492

The accompanying notes are an integral part of these financial statements.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE. LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Foundation

The LSU System Research and Technology Foundation (the Foundation) is a non-profit corporation
which was formed on Julv 3, 2002, and began operations on July 18, 2003. The Foundation was
organized (1) to encourage, support, facilitate, foster, and manage research, technology, and start-up
life sciences business emanating from the Louisiana State University System and other research
institutions and facilities in Louisiana to enhance economic growth; (2) to coordinate and manage the
transfer of intellectual property and other intangible property and rights derived from such research and
technology to the marketplace; and (3) to pursue all other activities and actions contemplated by the
foregoing.

Louisiana Research and Technology Company, LLC (the Company) was organized as a for-profit
company to maximize the opportunities of the Foundation and its investors. The Foundation is the sole
member of the Company.

During the year ended December 31, 2005, the Foundation formed a for-profit subsidiary, LAETC
Management Company, LLC (the Management Company). to manage the operations of the Louisiana
Emerging Technology Center. The Foundation is the sole member of the Management Company.

During the year ended December 31, 2008, the Foundation formed another for-profit subsidiary,

Tempest Biotech, LLC (Tempest), to manage the operations of the clinical wet lab. The Foundation is
the sole member of Tempest.

Summary of significant accounting policies

The accounting and reporting policies of the Foundation conform to the accounting principles
generally accepted in the United States of America and the prevailing practices within the non-profit
mndustry. A summary of significant accounting policies is as follows:

Consolidation

The consolidated financial statements include the accounts of the LSU System Research and
Technology Foundation, Louistana Research and Technology Company, LL.C. LAETC Management
Company, LLC, and Tempest Biotech, LLC. All significant intcr-company accounts and transactions
have been eliminated in consolidation.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires the Foundation to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from these estimates.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Accounts receivable

Revenues from cooperative endeavor agreements are recognized in the period in which the
Foundation is eligible to receive the funding, and accounts receivable are stated at the amount that
management expects to collect from outstanding balances. Management provides for probable
uncollectible amounts through a provision for bad debt expense and an adjustment to a valuation
allowance based on its assessment of the current status of individual accounts. Balances that are still
outstanding after management has used reasonable collection efforts are written off through a charge
to the valuation allowance and a credit to accounts receivable.

Property and equipment

Property and equipment are stated at cost. Additions, renewals, and improvements that extend the
lives of these assets are capitalized. Replacements, maintenance, and repairs that do not improve or
extend the lives of the respective assets are expensed as incurred. Provisions for depreciation are
computed using the straight-line method over the estimated useful lives of the assets, which range
from three to thirty-nine vyears.

When assets are retired or otherwise disposed of, the cost and related accumulated depreciation are
removed from the accounts, and any resulting gains or losses are recognized in income for that

period.

Temporarily and permanently restricted net assets

Temporarily restricted net assets are those whose use by the Foundation has been limited by donors
to a specific time period or purpose. Permanently restricted net assets have been restricted by donors
to be maintained by the Foundation in perpetuity. The Foundation did not have any temporarily
restricted or permanently restricted net assets at December 31, 2009 or 2008,

Revenue recognition

Contributions received are recorded as unrestricted, temporarily restricted, or permanently restricted
support, depending on the existence or nature of any donor restrictions. Donor-restricted support is
reported as an increase in temporarily or permanently restricted net assets, depending on the nature
of the restriction. When a restriction expires (that is, when a stipulated time restriction ends or
purpose restriction is accomplished), temporarily restricted net assets are reclassified 10 unrestricted
net assets and reported in the statements of activities as net assets rcleased from restrictions.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Income taxes

The Foundation accounts for income taxes in accerdance with income tax accounting guidance
included in the Financial Accounting Standards Board (FASB) Accounting Standards Codification
(ASC). On January 1, 2009, the Foundation adopted the recent accounting guidance related to
accounting for uncertainty in income taxes which sets out consistent framework to determine the
appropriate level of tax reserves to maintain for uncertain tax positions.

The Foundation is a not-for-profit organization as described in Section 501(c)3) of the Internal
Revenue Code and is exempt from federal and state income taxes on related income pursuant to
Section 501(a) of the Internal Revenue Code. As previously noted, the consolidated financial
statements include the accounts of Louisiana Research and Technology Company, LLC, LAETC
Management Company, LLC, and Tempest Biotech, LLC. for-profit entites. Accordingly, a
provision for income taxes, if necessary, is included in the accompanying consolidated financial
statements.

The statute of fimitations for the examination of the Foundation’s income tax retumns is penerally 3

years from the due date of the tax return including extensions. The federal tax years open for
assessment are years ending on or after December 31, 2006.

Statement of cash flows

For purposes of the cash flow presentation, the Foundation considers cash in operating bank accounts
and cash on hand to be cash and cash equivalents.

Recent accounting standards

Effective July 1, 2009, the Foundation adopted new accounting guidance related to accounting
principles generally accepted in the United States of America (GAAP). This guidance establishes the
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) as the
source of authoritative U.S. GAAP recognized by FASB to be applied by nongovernmental entities.
Rules and interpretive releases of the SEC under authority of federal securities laws are also sources
of authoritative U.S. GAAP for SEC registrants, FASB ASC supersedes all existing non-SEC
accounting and reporting standards. All other nongrandfathered, non-SEC accounting literature not
included in FASB ASC has become nonauthoritative, FASB will no longer issue new standards in
the form of Statements, FASB Staff Positions or Emerging Issues Task Force Abstracts. Instead, it
will issue Accounting Standards Updates (ASUs), which will serve to update FASB ASC, provide
background information about the guidance and provide the basis for conclusions on the changes to
FASB ASC. FASB ASC is not intended to change U.S. GAAP or any requirements of the SEC. This
guidance is effective for the Foundation as of December 31, 2009.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Property and equipment

Property and equipment consisted of the following at December 31, 2009 and 2008:

2009 2008
Equipment $ 4224 356 $ 2,383.349
Building and improvements 24,529,737 21,077,653
Construction in progress 429.187 1,233,113

29,183,280 24,694,115
Less: accumulated depreciatton ( 3.801.691) { 2332.358)

Funding agreement with the 1ouisiana Department of Economic Development

The Foundation entered into a funding agreement with the Louisiana Department of Economic
Development to provide for early stage funding to research-based companies that seek to
commercialize technology developed at Louisiana universities.

All of the payments to the Foundation are made upon the receipt from the Foundation and approval by
the Louisiana Department of Economic Development of cost reports certifying that such expenses have
been mncurred and that the Foundation has provided matching funds of twenty-five percent of the
expenses. All of the funds paid to the Foundation under this agreement are required to be converted
into equity in the Louisiana Research and Technology Company, LLC. The Foundation recognized
revenues relating to this agreement of approximately $28,000 and $30,000 during the years ended
December 31, 2009 and 2008, respectively.

Cooperative endeavor agreements with the Louisiana Department of Economic Development

The Foundation entered into a cooperative endeavor agreement with the Louisiana Department of
Economic Development (LDED) on March 31, 2003, in connection with the planning, designing, and
construction of the Louisiana Emerging Technology Center, a wel-lab business incubator. Through
these various amendments, the cooperative endeavor agreement was expanded to include the purchase
of equipment and was extended until June 30, 2009. The Foundation recognized revenues relating to
this agreement of approximately $4,620,000 and $4,088,000 during the years ended December 31,
2009 and 2008, respectively.
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LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE. LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Cooperative endeavor agreements with the Louisiana Department of Economic Development (continued)

Effective July 1, 2006, the Foundation entered into another cooperative endeavor agreement with the
Louistana Department of Economic Development to assist in providing regional economic
development representation covering eight labor market areas of the State of Louisiana to seek out
opportunities for the creation and enhancement of economic growth. Through various amendments,
this agreement was amended to increase assistance and extend the terms of the agreement through June
30, 2012. The Foundation recognized revenues relating to these agreements of approximately $646,000
and $1,848,000 during the years ended December 31, 2009 and 2008, respectively.

The LAETC Management Company, LLC entered various one year cooperative endeavor agreements
with the Louisiana Department of Economic Development to support the operation of the wet lab
incubator. The Management Company recogmized revenues relating to these agreements of
approximately $3,273.000 and $3,722,000 for the years ended December 31, 2009 and 2008,

respectively.

Effective January 1, 2008, the Foundation entered into another cooperative endeavor agreement with
the Louisiana Department of Economic Development to assist in the design and construction of a new
computer facility on the University’s campus. The design phase was completed during the year ended
December 31, 2008; however, funding for this project was not received from the State, and the project
was abandoned. The Foundation recognized revenues and expenses of approximately $1,673,000 for
this project for the year ended December 31, 2008. With the agreement still in effect the funding was
redirected to assist in the design and construction of a new facility on the University’s campus. The
Foundation recognized revenues relating o this agreement of approximately $566,000 during the year
ended December 31, 2009.

Leascs

In August of 2003, the Foundation entered into a lease agreement with the Louisiana State University
and Agriculture and Mechanical Coliege (the University) for approximately 6 acres of property located
on the campus of the University. The lease is for a term of fifty years and requires annual rental
pavments of $100. Since the fair value of this land lease cannot be determined with reasonable
certainty, it is not included in the accompanying financial statements. In addition, unless the University
and the Foundation enter into a written agreement providing otherwise, upon termination of the lease
agreement by lapse of term, the Louisiana Emerging Technology Center building and improvements
shall be transferred to the University by the Foundation or demolished at the Foundation’s expense at
the sole discretion of the University.



LSU SYSTEM RESEARCH AND TECHNOLOGY FOUNDATION
BATON ROUGE, LOUISIANA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Leases {continued)

The Management Company has entered into various operating lease agreements with the tenants of the
Louisiana Emerging Technology Center. All of these lease agreements are on month-to-month bases
and require 30-day written notice for termination. The monthly rental payments range from $150 to
$£19,275, and rental revenues totaled approximately $488.000 and $265,000 for the years ended
December 31, 2009 and 2008, respectively.

Investment in General Partnership

As discussed in Note 1, the Foundation is the sole member of the [.ouisiana Research and Technology
Company, LLC (the Company), which is the peneral parter of the Louisiana Fund 1 General Partner,
LP (the General Partnership). Due to the fact that the himited partners in the General Partnership have
substantive participating rights, the Foundation does not consolidate the General Partnership in its
financial statements and records its investment in the General Partnership using the equity method of
accounting. As of December 31, 2009, the Foundation had contributed $53,290 of its $75,000
commitiment.

The General Partnership holds a 1% interest and is the general partner for Louisiana Fund I, LP (the
Fund).

Concentrations of credit risk

The Foundation’s revenues included approximately $9.215,000 and $11,445,000 relating to
cooperative endeavor agreements with the Department of Economic Development during the years
ended December 31, 2009 and 2008, respectively. These amounts represented approximately 90% and
95% of the Foundation’s total revenues for the years ended December 31, 2009 and 2008, respectively.
The continuation of these revenues at these levels is dependent upon the execution of new agreements
and / or the extension and amendment of existing agreements.

The Foundation maintains its cash in bank deposit accounts at one financial institution. The balances,

at times, may exceed federally insured limits. Management believes the credit risk associated with
these deposits is minimal.

Subsequent events

Management has evaluated subsequent events through the date that the financial statements were
available to be issued, March 22, 2010, and determined that there were no events that require
disclosure.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTER BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Directors
LSU System Research and Technology Foundation
Baton Rouge, Lonisiana

We have audited the accompanying consolidated financial statements of the LSU System Research and Technology
Foundation as of and for the year ended December 31, 2009, and have issued our report thereon dated March 22,
20190. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Foundation's intemal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the consolidated financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Foundation’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Entity’s
mnternal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of oblaining reasonable assurance about whether the Foundation's consolidated financial statements are free
of matertal misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not the objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no mstances of noncompliance or other matters that are required to be reported under Government
Auditing Siandards.
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This report is intended solely for the information and use of the Board of Directors and management of the LSU
System Research and Technology Foundation and is not intended to be and should not be used by anyone other
than these specified parties. However, under Louisiana Revised Statute 24:513, this report is distributed by the
Legislative Auditor as a pubhc document.

Pos R Fuoie. : Nelawalle

Baton Rouge, Louisiana
March 22, 2010



